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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report,  the 
department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 
Recommendation  #5 


Recommendation  #6 


We  recommend  the  department  obtain 
operating  permits  for  state-owned 
dams  to  reduce  risk  to  the  public 
and  decrease  potential  liability 


Agency  Response:   Concur.   See  page  B-4. 

We  recommend  the  department  ensure 
all  high  hazard  dams  are  inspected 
within  statutory  time  frames  in  accord- 
ance with  the  Dam  Safety  Act 


Agency  Response:   Concur.   See  page  B-4. 

We  recommend  the  department  ensure 
the  emergency  procedures  and  warning 
plans  of  high  hazard  dams  are  updated 
annually  as  required  by  the  Administra- 
tive Rules  of  Montana 


Agency  Response:   Concur.   See  page  B-5. 

We  recommend  the  department  comply  with 
reporting  requirements  in  section  85-1-215,  MCA. 

We  recommend  the  department  work  with  the 
Department  of  Administration  and  the  Office 
of  Budget  and  Program  Planning  to  ensure 
grant  activity  is  recorded  in  accordance 
with  state  accounting  policy 


Agency  Response:   Partially  Concur.   See  page  B-5. 

We  recommend  the  department  ensure  trans- 
actions are  properly  classified  on  the  state's 
accounting  system  in  accordance  with  state 
accounting  policy 
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Agency  Response:   Concur.   See  page  B-6. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana  Depart- 
ment of  Natural  Resources  and  Conservation  (department)  for  fiscal 
years  1992-93  and  1993-94.   The  objectives  of  the  audit  were  to: 

1.  Determine  the  department's  compliance  with  applicable  laws 
and  regulations. 

2.  Make  recommendations  for  improvement  in  the  department's 
management  and  internal  controls. 

3.  Determine  if  the  department's  financial  schedules  fairly  present 
the  results  of  its  operations  for  the  two  fiscal  years  ended 
June  30,  1994. 

4.  Determine  the  implementation  status  of  prior  audit  recom- 
mendations. 

This  report  contains  six  recommendations  that  address  areas  where 
the  department  can  improve  compliance  with  dam  safety  laws  and 
recording  of  financial  activity.    Other  concerns  not  having  a 
significant  effect  on  the  successful  operations  of  the  department  are 
not  specifically  included  in  this  report,  but  have  been  discussed 
with  management.    In  accordance  with  section  5-13-307,  MCA,  we 
analyzed  and  disclosed  the  cost,  if  significant,  of  implementing  the 
recommendations  made  in  this  report. 


Background 


The  legislature  established  the  Department  of  Natural  Resources 
and  Conservation  (DNRC)  under  the  Executive  Reorganization  Act 
of  1971.   The  department  manages,  develops,  and  regulates  use  of 
Montana's  land,  water,  and  energy  resources.    A  seven-member 
Board  of  Natural  Resources  and  Conservation,  appointed  by  the 
governor,  has  final  authority  for  approving  reservations  of  water 
under  the  Montana  Water  Use  Act,  approving  the  siting  of  energy 
developments  covered  by  the  Major  Facility  Siting  Act,  and 
approving  flood  plain  delineations.   The  board  also  acts  in  an 
advisory  capacity  to  the  department  in  other  matters. 


The  department  is  organized  into  the  following  six  divisions: 
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Centralized  Services  Division  -  includes  the  director's  office  and 
provides  support  services  such  as  accounting  and  budgeting,  pay- 
roll, purchasing,  systems  analysis  and  data  processing,  legal,  and 
personnel  to  all  other  programs  in  the  department. 

Conservation  and  Resource  Development  Division  -  supervises, 
coordinates,  and  assists  Montana's  soil  and  water  conservation 
districts  and  grazing  districts  in  their  efforts  to  protect  Montana's 
resources.   It  implements  the  state  rangeland  resource  program, 
administers  loans  to  private  landowners  under  the  rangeland 
improvement  loan  program,  and  provides  grants  to  qualified 
conservation  districts  for  a  variety  of  conservation  related  projects. 
The  division  awards  loans  and  grants  for  projects  to  develop, 
maintain,  or  improve  water  and  other  renewable  resources. 

Energy  Division  -  administers  the  Montana  Major  Facility  Siting 
Act,  the  Alternative  Energy  Grant  and  Loan  Program,  the  Energy 
Emergency  Powers  Act,  and  federally  sponsored  energy  conserva- 
tion programs.    It  conducts  environmental  impact  and  monitoring 
studies  of  energy  projects,  develops  energy  policy,  conducts  feasi- 
bility studies  of  alternate  energy,  monitors  energy  supplies  and 
demands,  and  is  responsible  for  energy  emergency  response 
planning. 

Oil  and  Gas  Conservation  Division  -  administers  Montana's  oil  and 
gas  laws  to  promote  conservation  and  prevent  wasteful  practices  in 
the  recovery  of  these  resources.    It  issues  drilling  permits,  regu- 
lates exploration,  drilling  and  production,  classifies  and  inspects 
wells  and  collects  and  maintains  complete  well  data  and  production 
information.    The  Oil  and  Gas  Conservation  Division  is  attached  to 
the  department  for  administrative  purposes  only.   Its  overall  super- 
vision and  direction  come  from  the  seven-member  Board  of  Oil  and 
Gas  Conservation. 

Water  Resource  Division  -  administers  state-owned  water  resource 
projects,  water  rights,  and  water  reservations.   Its  activities  include 
interstate  coordination  of  water  issues,  centralized  water  rights 
recordkeeping,  state  water  planning,  dam  safety,  flood  plain  man- 
agement, weather  modification,  and  drought  planning.   In  addition, 
the  division  provides  administrative  support  to  the  Board  of  Water 
Well  Contractors,  which  adopts  administrative  rules  regulating 
licenses  and  establishing  minimum  construction  standards  for  water 
wells. 

Reserved  Water  Rights  Compact  Commission  -  The  staff  of  the 
reserved  water  rights  compact  commission  are  administratively 
attached  to  the  department,  although  the  commission  itself  is 
organizationally  a  part  of  the  Governor's  Office.    The  commission 
negotiates  compacts  to  quantify  the  federal  reserved  water  rights  of 
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the  Indian  tribes  and  federal  agencies  located  in  the  state.  Its  staff 
provide  support  services  such  as  historical  and  legal  research,  and 
analyses  of  soils,  vegetation,  and  hydrology. 

The  department  operated  with  approximately  244  full-time  equiva- 
lent positions  during  fiscal  year  1993-94. 
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Prior  Audit  We  performed  an  audit  of  the  department  for  the  two  fiscal  years 

Recommendations  ended  June  30,  1992.   The  report  contained  five  recommendations 

applicable  to  the  department's  operations.   The  department  con- 
curred with  the  five  recommendations.    Of  the  five  recommenda- 
tions, the  department  implemented  four  and  one  was  no  longer 
applicable  during  this  audit  period. 
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State  Compliance 


During  our  audit,  we  tested  compliance  with  selected  state  laws  and 
regulations  pertaining  to  the  department.   The  following  sections 
discuss  state  compliance  issues  we  noted  during  the  audit. 


Dam  Safety  Background 


The  department's  Water  Resources  Division  is  responsible  for 
administering  and  enforcing  the  provisions  of  the  Montana  Dam 
Safety  Act  as  it  relates  to  88  high  hazard  dams  located  in  the  state. 
A  high  hazard  dam,  as  defined  in  state  law,  is  a  dam  or  reservoir 
with  an  impounding  capacity  of  50  acre  feet  or  more  at  the  maxi- 
mum normal  operating  pool,  and  the  failure  of  which  would  likely 
cause  loss  of  life.   In  the  late  1970's  and  early  1980's  die  U.S. 
Corps  of  Engineers  inspected  most  dams  in  Montana.   The  corps 
found  some  Montana  dams  were  in  disrepair  and  some  could  fail  in 
certain  flood  conditions.   In  1985  the  Montana  legislature  passed 
the  Montana  Dam  Safety  Act.   The  Act  established  requirements 
for  the  construction,  inspection,  and  repair  of  high  hazard  dams. 
The  owner  is  responsible  for  obtaining  and  paying  for  the  inspec- 
tions required  by  the  law.    In  1988,  the  department  adopted  rules 
which  allow  owners  of  Corps  of  Engineers  inspected  dams  until 
July  1,  1995,  to  obtain  an  operating  permit  and  mandated  inspec- 
tions by  a  qualified  engineer.    All  other  high  hazard  dams  covered 
by  the  Dam  Safety  Act  were  required  to  obtain  an  operating  permit 
and  pass  an  inspection  by  July  1,  1990. 


In  1993,  the  legislature  reaffirmed  the  purpose  of  the  Dam  Safety 
Act  by  documenting  in  law  that  dams  provide  benefit  to  Montana; 
and  the  state  has  an  interest  in  encouraging  the  construction  of 
dams  that  conform  to  state  water  storage  policy.   The  legislature 
indicated  it  understands  the  inherent  risks  to  public  safety,  but 
found  the  Montana  Dam  Safety  Act  reduced  these  risks  associated 
with  dam  construction  and  operation  to  an  acceptable  level. 


Unpermitted  State  Owned 
Dams 


Fourteen  of  twenty-six  state  owned  dams  on  active  reservoirs 
currently  have  not  yet  qualified  for  an  operating  permit  from  the 
department.    In  order  to  qualify  for  an  operating  permit  the  state 
must  prepare  an  operating  plan  for  each  dam  and  each  must  pass  an 
inspection.    At  a  minimum  the  plan  must  include:  a  reservoir 
operating  procedure;  a  dam  maintenance  procedure;  and  emergency 
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procedures  and  warning  plans.   In  addition  the  dam  must  pass 
additional  inspections  at  least  once  every  five  years.   The  14 
unpermitted  state  dams  are  owned  by  the  department.   The  depart- 
ment is  in  the  process  of  preparing  emergency  procedures  and 
warning  plans  for  12  of  the  14  dams.    Department  personnel 
indicated  at  least  one  state  owned  dam  is  not  safe  enough  to  pass  an 
inspection.   The  department  has  not  levied  mandatory  restrictions 
on  the  operation  of  the  dam.    In  addition,  two  other  dams  are 
questionable;  yet  all  three  dams  continue  to  operate.    Since  these 
dams  continue  to  operate,  and  the  structural  integrity  of  the  three 
dams  is  questionable,  the  state's  risk  of  liability  and  the  risk  to 
public  safety  are  increased. 

Department  personnel  indicated  they  established  July  1,  1995.  as 
the  goal  for  obtaining  operating  permits  for  all  department  owned 
dams.   They  expect  to  meet  that  goal  with  the  possible  exception  of 
the  three  questionable  dams.    The  personnel  said  due  to  other 
priority  commitments,  and  in  some  cases  a  lack  of  resources,  the 
department  has  not  yet  prepared  operating  plans  for  some  of  its 
dams. 


Recommendation  #1 

We  recommend  the  department  obtain  operating  permits 
for  state-owned  dams  to  reduce  risk  to  the  public  and 
decrease  potential  Hability. 


Untimely  Dam  Safety 
Inspections 


We  noted  five  privately  owned  dams  have  not  been  inspected  in  a 
timely  manner  in  accordance  with  the  law.   The  law  states  "A  high 
hazard  dam,  whether  or  not  previously  permitted  by  the  depart- 
ment, must  be  inspected  as  often  as  considered  necessary  by  the 
department,  but  at  least  once  every  five  years,  in  order  to  ensure 
the  continued  safe  operation  of  the  high  hazard  dam."    The  owner 
of  the  dam  is  responsible  for  obtaining  inspections  required  under 
this  law.   These  five  dams  were  last  inspected  in  March  and  June 
1989. 
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A  department  official  indicated  when  the  department  granted  an 
operating  permit  for  these  dams,  the  permit  application  was 
received  by  the  department  approximately  a  year  after  the  dam  was 
last  inspected.   As  a  result,  department  personnel  erroneously 
issued  the  five  year  permit  based  on  the  date  the  owner  of  the  dam 
submitted  the  application  rather  than  the  date  of  the  last  inspection. 
Therefore,  these  dam  owners  were  allowed  until  1995  to  renew 
their  operating  permit  rather  than  1994. 


Recommendation  #2 

We  recommend  the  department  ensure  all  high  hazard 
dams  are  inspected  within  statutory  time  frames  in  accor- 
dance with  the  Dam  Safety  Act. 


Updating  Emergency 
Procedures  and  Warning 
Plans 


We  tested  the  files  of  three  high  hazard  dams  with  operating 
permits  to  determine  whether  the  emergency  procedures  and 
warning  plans  were  updated  in  a  timely  manner  as  required  by  the 
department's  rules.   The  Administrative  Rules  of  Montana  require 
the  owners  of  high  hazard  dams  to  annually  review  and  update  the 
emergency  procedures  and  warning  plans.   The  department  is 
responsible  for  enforcing  its  rules  as  they  apply  to  the  Dam  Safety 
Act. 


We  noted  the  files  for  the  three  dams  tested  did  not  contain 
documentation  of  an  annual  update  of  the  emergency  warning 
procedures.    Two  of  the  plans  contained  emergency  notification 
information  prepared  in  the  summer  of  1991  and  one  plan  was 
prepared  in  June  1993.    Department  personnel  said  they  have  not 
sought  emergency  plan  updates  in  the  past  and  owners  usually  do 
not  provide  them  to  the  department.   They  indicated  the 
department's  rules  require  that  owners  of  dams  update  their 
emergency  warning  procedures  annually  but  the  rules  do  not 
require  the  owners  to  submit  the  updated  procedures  to  the 
department.   The  personnel  indicated  the  updates  would  probably 
include  new  structures  downstream  from  the  dam  with  some 
additions  or  changes  in  names  and  phone  numbers.    We  believe  the 
department  should  ensure  emergency  plans  are  properly  updated. 
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Recommendation  #3 

We  recommend  the  department  ensure  the  emergency 
procedures  and  warning  plans  of  high  hazard  dams  are 
updated  annually  as  required  by  the  Administrative  Rules 
of  Montana. 


Financial  Reports 


Section  85-1-215,  MCA,  requires  the  department  to  prepare  annual 
balance  sheets,  income,  and  profit  and  loss  statements  showing  the 
financial  condition  of  each  water  works  project.    Copies  of  these 
statements  are  required  to  be  filed  with  the  Secretary  of  State's 
Office.   Department  personnel  do  prepare  an  overall  aimual 
operations  report  related  to  the  projects.   However,  the  water  user 
associations  prepare  the  actual  financial  statements.   In  addition,  no 
reports  are  submitted  to  the  Secretary  of  State's  Office  as  required 
by  this  law.   Department  personnel  believed  a  decision  was  made 
several  years  ago,  that  due  to  a  lack  of  resources  and  manpower 
the  department  was  unable  to  comply  with  this  provision  in  the 
law. 


Recommendation  M 

We  recommend  the  department  comply  with  reporting 
requirements  in  section  85-1-215,  MCA. 


Accounting  Issues 


State  law  requires  agencies  to  record  all  necessary  transactions  to 
the  state's  accounting  system  before  the  end  of  the  fiscal  year  in 
order  to  present  the  receipt,  use,  and  disposition  of  all  money  for 
which  the  agency  is  accountable  in  accordance  with  generally 
accepted  accounting  principles.   The  Accounting  Bureau  of  the 
Department  of  Administration  develops  state  accounting  policy  to 
ensure  transactions  are  recorded  in  accordance  with  this  law.    We 


Pages 


Findings  and  Recommendations 


noted  the  following  instances  where  the  department  did  not  record 
transactions  in  compliance  with  state  accounting  policy  and  law. 


Grant  Activity  The  legislature  authorized  the  department  to  make  grants  for 

designated  projects  under  the  renewable  resources  development 
program  and  the  reclamation  and  development  grants  program. 
The  legislature  prioritizes  these  projects  for  funding  purposes. 
Several  of  the  grants  are  to  state  agencies,  including  DNRC. 

The  department's  Conservation  and  Resource  Development  Divi- 
sion (CARDD)  administers  this  grant  program.    We  noted  the  Oil 
and  Gas  Conservation  Division  (OGCD)  and  the  Water  Resources 
Division  each  receive  grants  from  the  programs.    When  the  depart- 
ment awards  a  grant  to  one  of  its  own  divisions  it  records  a 
transfer-out  and  a  transfer-in  in  the  same  accounting  entity  on  its 
financial  records.   This  does  not  comply  with  state  accounting 
policy.   State  accounting  policy,  as  established  by  the  Department 
of  Administration's  Accounting  Bureau,  defines  a  transfer  out  as  an 
amount  transferred  between  accounting  entities.   Because  of  this 
error,  the  department's  transfers-out  and  transfers-in  are  overstated 
on  the  state's  financial  records  in  fiscal  years  1992-93  and  1993-94 
by  $1,100,330  and  $11,500,  respectively. 

Department  personnel  noted  the  grants  were  recorded  in  this 
manner  because  CARDD  wanted  to  account  for  transactions  with 
all  recipients  of  grants  in  the  same  maimer.    Department  personnel 
also  noted  they  were  instructed  by  the  Governor's  Office  of  Budget 
and  Program  Planning  to  record  the  grant  activity  in  this  maimer. 


Recommendation  #5 

We  recommend  the  department  work  with  the  Department 
of  Administration  and  the  OfTice  of  Budget  and  Program 
Planning  to  ensure  grant  activity  is  recorded  in  accordance 
with  state  accounting  policy. 
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Expenditure  Classification  During  the  audit  we  noted  the  following  instances  where  the 

department  did  not  properly  classify  expenditures  in  accordance 
with  state  accounting  policy. 

-     During  fiscal  year  1992-93  the  department  classified  $181,172 
of  expenditures  in  the  OGCD  as  "grants  from  state  sources" 
rather  than  "other  services."   The  expenditures  related  to 
payments  made  on  a  contract  for  services.  Department 
personnel  noted  the  expenditures  were  recorded  as  grants 
because  the  funds  used  to  make  the  contract  payment  were 
from  a  state  grant. 

--     In  fiscal  year  1992-93,  die  department  classified  $591,584  of 
expenditures  in  the  CARDD  as  "grants  from  state  sources" 
rather  than  "accounting  entity  transfers."   The  transfers  related 
to  grants  made  by  CARDD  to  other  state  agencies  and  should 
have  been  recorded  as  transfer  activity.    Department  personnel 
noted  the  appropriations  for  this  activity  were  originally  set  up 
to  record  expenditures  and  not  transfers. 


Recommendation  #6 

We  recommend  the  department  ensure  transactions  are 
properly  classified  on  the  state's  accounting  system  in 
accordance  with  state  accounting  policy. 
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Disclosure  Issue  This  report  section  discusses  an  issue  which  we  believe  warrants 

disclosure.   Since  the  department  is  aware  of  this  situation  and  the 
Oil  and  Gas  Conservation  Division  (OGCD)  is  using  available 
resources  to  address  it,  we  do  not  make  a  recommendation  at  this 
time. 

OGCD  personnel  noted  a  concern  with  abandoned  oil  and  gas  wells 
which  may  not  be  properly  plugged.    Based  on  an  estimate  by 
OGCD  personnel,  there  are  approximately  5,000  oil  and  gas  wells 
which  are  potentially  improperly  plugged  and  if  so,  may  pose 
environmental  risks.    Potential  risks  include  contamination  of 
ground  and  surface  water  resources  as  well  as  soil  contamination 
due  to  emergence  of  oil  and  waste  water  from  the  well.   OGCD 
personnel  noted  the  state  may  be  liable  for  the  cost  of  properly 
plugging  and  restoring  these  wells.    Personnel  noted  the  cost  of 
properly  plugging  and  restoring  a  well  depends  on  a  variety  of 
conditions  and  can  range  from  $5,000  to  in  excess  of  $100,000  per 
well.    Personnel  estimated  that  on  average,  the  cost  would  be 
$25,000  a  well.   Based  on  this  estimate,  total  cost  to  properly  plug 
and  restore  all  improperly  plugged  wells  would  be  $125,000,000. 

Prior  to  drilling  an  oil  or  gas  well  an  operator  must  obtain  a  permit 
to  drill  and  submit  a  bond.    Bonding  requirements  are  based  on  the 
depth  and  number  of  wells  to  be  covered.   Current  regulations 
require  a  $5,000  bond  for  a  single  well  up  to  3,500  feet  deep,  a 
$10,000  bond  for  a  well  more  than  3,500  feet  in  depth,  and  a 
$25,000  bond  to  cover  multiple  wells.   The  amount  of  each  of 
these  bonds  can  be  doubled  if,  in  the  opinion  of  the  Board  of  Oil 
and  Gas  Conservation,  the  situation  so  warrants.   The  board  may 
also  limit  the  number  of  wells  covered  by  a  multiple  well  bond. 
The  release  of  the  bond  is  conditioned  on  proper  and  complete 
plugging,  abandonment,  and  site  restoration.    Prior  to  July  1,  1993 
the  bonding  requirements  were  $5,000  for  a  single  well  and 
$10,000  for  a  multiple  well  bond. 

The  OGCD  prepared  a  report,  by  operator,  of  the  number  of 
producing  and  nonproducing  wells  as  well  as  production  for 
calendar  year  1993. 
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The  following  table  displays  information  taken  from  the  report,  and 
calculates  an  average  yearly  gross  revenue  amount  for  three  opera- 
tors. 


Table  1 

1993  Oil 

and  Gas  Production  Information 

Average  Yearly 

Producing 

Gross  Revenue  per     Nonproducing 

Operator 
A 

Wells 

Producing  Well  '       Wells 

237 

$3,750           455 

B 

151 

$3,245           192 

C 

79 

$2,485            190 

'  Gross  revenue  is  based  on  $15.50  per  barrel  of  oil  and  $1.55  per 

thousand 

cubic  feet  of 

gas.  The  gross  revenue  does  not  take  into 

effect  any  operating  costs  such  as  taxes,  royalties,  or  production   | 

costs. 

Source: 

Conpiled  by 

the  Office  of  the  Legislative  Auditor  from 

Oi I  and  Gas 

Conservation  Division  information. 

Each  of  the  operators  listed  in  the  table  have  a  $10,000  multiple 
well  bond  which  covers  wells  on  nonfederal  land. 

Based  on  the  information  in  the  table,  it  will  take  in  excess  of  one 
year  of  gross  production  revenue  to  plug  a  producing  well.    This 
does  not  take  into  account  costs  of  operation  or  those  wells  which 
are  not  producing.   There  are  a  total  of  40  operators  on  the  report 
with  gross  production  revenue  of  less  than  $5,000  per  producing 
well.    A  majority  of  the  40  operators  are  bonded  with  a  $10,000 
multiple  well  bond. 

If  operators  are  not  able  to  continue  operations,  the  state,  and 
ultimately  the  taxpayers,  may  end  up  bearing  the  costs  of  plugging 
the  wells  and  restoring  the  well  sites. 

The  OGCD  attempts  to  recover  any  costs  incurred  for  plugging  and 
restoration  from  the  responsible  persons.    If  the  person  responsible 
for  a  well  cannot  be  identified  or  located  or  is  unable  to  pay  for  the 
proper  plugging  and  restoration  of  a  well,  the  OGCD  pays  for  the 
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plugging  and  restoration  through  a  variety  of  methods  as  noted 
below. 

Oil  and  Gas  Production  Damage  Mitigation  Account  -  Funds  in  this 
account  are  received  from  forfeiture  of  operators'  bonds  (discussed 
above)  and  from  an  allocation  of  resource  indemnity  trust  fund 
interest  income  as  authorized  by  section  82-11-161,  MCA.   The 
OGCD  recorded  a  total  of  $87,000  in  expenditures  in  this  account 
for  fiscal  years  1992-93  and  1993-94. 

Reclamation  and  Development  Grants  -  The  legislature  approved 
approximately  $739,000  and  $514,000  in  the  1992-93  and  1994-95 
bienniums,  respectively,  of  reclamation  and  development  grants  for 
use  by  the  OGCD  for  plugging  abandoned  wells. 

Environmental  Contingency  Account  -  In  the  case  of  an 
emergency,  the  department  can  request  the  Governor's  approval  for 
payment  from  the  state's  environmental  contingency  account. 

OGCD  personnel  indicated  the  division  is  using  the  limited  funds 
available,  as  described  above,  to  address  this  issue.    OGCD 
personnel  are  working  toward  inspecting  the  5,000  potentially 
improperly  plugged  wells  and  assessing  the  risks  posed  by  them. 
Those  wells  which  pose  the  greatest  risk  are  plugged  first.   As 
additional  funds  become  available,  the  OGCD  uses  them  to  plug 
other  wells  based  on  the  risk  posed. 
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STATE  OF  MONTANA 


LEGISLATIVE  AUDITOR: 
SCOTTA.SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


i^tfitt  xct  ikt  J^^islatiit^  ^uitxixtt 


STATE  CAPITOL 

PO  BOX  201705 

HELENA,  MONTANA  59620-1705 

406/444-3122 

FAX  406/444-3036 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARYBRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Natural 
Resources  and  Conservation  for  each  of  the  two  fiscal  years  ended  June  30,  1993  and  1994,  as  shown 
on  pages  A-4  through  A-1 1.   The  information  contained  in  these  financial  schedules  is  the  responsi- 
bility of  the  department's  management.    Our  responsibility  is  to  express  an  opinion  on  these  financial 
schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the 
financial  schedules  are  free  of  material  misstatement.    An  audit  includes  examining,  on  a  test  basis, 
evidence  supporting  the  amounts  and  disclosure  in  the  financial  schedules.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as 
evaluating  the  overall  financial  schedule  presentation.    We  believe  that  our  audit  provides  a  reasonable 
basis  for  our  opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of 
accounting  other  than  generally  accepted  accounting  principles.   The  schedules  are  not  intended  to  be 
a  complete  presentation  and  disclosure  of  the  department's  assets,  liabilities  and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material 
respects,  the  results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Natural 
Resources  and  Conservation  for  the  two  fiscal  years  ended  June  30,  1993  and  1994,  in  conformity 
with  the  basis  of  accounting  described  in  note  1. 


Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


December  29,  1994 


Page  A-3 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1994 


Special 

Debt 

Revenue 

Service 

Expendable 

Nonexpendable 

General 

Fund 

Funds 

Funds 

Trust  Funds 

Trust  Funds 

FUND  BALANCE:  July  1,  1992 


$14,615,247   $42.818.294 


ADDITIONS: 

Fiscal  Year  1992-93 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 
Support  From  State  of  Montana 
Cash  Transfers  In 

Prior  Year  Transfers- In  Adjustments 
Prior  Year  Expenditure  Adjustments 

Fiscal  Year  1993-94 
Budgeted  Revenue  &  Transfers  In 
Nonbudgeted  Revenue  &  Transfers  In 
Prior  Year  Revenue  Adjustments 
Prior  Year  Expenditure  Adjustments 
Direct  Entries  to  Fund  Balance 
Support  From  State  of  Montana 
Cash  Transfers  In 

Prior  Year  Transfers- In  Adjustments 
Total  Additions 


130,285 

28,501,430" 

26,286 

6,326,879 

18,768,480 

162 

54,591 

86,762 

158,312 

627,468 

4,155,642 

7,115,274 

365,174 

(436,047) 

341,584 

5,503 

4,269,718 

25,328 

5,120,408 

7,653,305 

93,247 

3,987 

9,697 

408 

1,675,000 

38,656 

3,162,748 

1,474,046 

3,003,937 

6,924,086 

388,871 

(50.000) 

1,730,888 


435,847 


7.548.506    59.842.923    31.062.505 


1.567.293     2.166.735 


REDUCTIONS: 

Fiscal  Year  1992-93 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Nonbudgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditures 

Direct  Entries  to  Fund  Balance 

Nonbudgeted  Prior  Year  Transfers-Out  Adjustments 

Fiscal  Year  1993-94 
Budgeted  Expenditures  &  Transfers  Out 
Nonbudgeted  Expenditures  &  Transfers  Out 
Prior  Year  Expenditures 
Prior  Year  Transfers-Out  Adjustments 
Prior  Year  Revenue  Adjustments 
Direct  Entries  to  Fund  Balance 
Cash  Transfers  Out 
Total  Reductions 


4,435,612 
35,075 


3,077,819 


29,234,368-' 

1,664,486 
290,937 
785 , 780 


10,051,235 
868,632 

(8,441) 
250,000 
71,213 
4,586,074 


FUND  BALANCE:  June  30,  1994 


7.548.506    47.794.284 


0'  $26.663.886 


19,859,333-" 
(200) 

9,916,898 


29.776.031 
$44,104,768 


324,536 


129 


324.536 


129 


$1.242.757    $2.166.606 


See  note  4  on  page  A-10. 
See  note  5  on  page  A-10. 
See  note  6  on  page  A-11. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
the  notes  to  the  financial  schedules  beginning  on  page  A-8. 


Additional  information  is  provided  in 


Page  A-4 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  REVENUE  AND  TRANSFERS  IN  -  ESTIMATE  AND  ACTUAL 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30.  1994 


Charges 

For 
Services 


Federal 

Indirect 

Cost 

Recoveries 


L  i  censes 

and 
Permits 


Investment 
Earnings 


Fines  & 
Forfeits 


Sale  of 
Documents, 
Merchandise 


Rentals, 
Leases  & 
Roya 1 1  i  es 


Mi  see  I laneous 


Grants, 
Contracts, 
Donations 


Other 

Financing 

Sources 


Federal 


Total 


Fiscal  Year  1993-94 
GENERAL  FUND 

Estimated  Revenue 

Actual  Revenue 

Collections  Over  (Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 


4,550 

5.503 

953 


$460,950 
567.602 
Collections  Over  (Under)  Estimate  $106,652 

Fiscal  Year  1992-93 
GENERAL  FUND 

Estimated  Revenue  $  8,300 

Actual  Revenue  15.230 

Collections  Over  (Under)  Estimate  $  6.930 

SPECIAL  REVENUE  FUND 

Estimated  Revenue  $531,926 

Actual  Revenue  582.412 

Collections  Over  (Under)  Estimate  $  50.486 


$118,500 

127.253 

$  8,753 


$120,000 

115.055 

$  (4.945) 


$  295,000 
15,900 


$  226,797 
106.767 


$(279.100)    $(120.030) 


3,000 

3.294 

294 


$  16,500    $  79,000 

12.825       97.702 

$  (3.675)    $  18.702 


$534,000 

705.553 

$171,553 


$604,836   $541,000 

580.820    460.693 

$(24.016)  $(80.307) 


$11,000 

14.508 

$  3,508 


$  8,500 

0 

$(8.500) 


7,000 
7.645 

645 


$  2,411,260 
1.343.341 
$(1,067,919) 

$31,015,498 
24.699.438' 
$(6,316,060) 

$1,702,500 

1.107.562 

$  (594.938) 

$1,930,025 

1.981.995 

$   51.970 

$     4,550 

5.503 

$      953 

$103,184 
53.577 
$(49,607) 

$  6,099,346 
4.269.718 
$(1,829,628) 

$   128,300 

130.285 

$     1.985 

$  82,837 
64.162 
$(18,675) 

$34,818,822 

28.501.430 

$(6,317,392) 

See  note  6  on  page  A-11. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-8. 


Page  A-5 


DEPARTMENT  OF  NATURAL  RESOURCE  AND  CONSERVATION 


SCHEDULE  OF 

BUDGETED  PROGRAM 

EXPENDITURES  BY  OBJECT  AND  FUND  • 

■  BUDGET  AND  ACTUAL 

FOR  THE 

FISCAL  YEAR  ENDED 

JUNE  30.  1994 

Conservation 

Water 

Reserved 

Resource 

Resources 

Water  Rights 

Centralized 

Oi 

I  &  Gas 

Development 

and 

Compact 

Energy 

Services 

Regulation 

Division 

Planning 

Division 

Planning 

Total 

PERSONAL  SERVICES 

Salaries 

$   973,134 

$ 

462,188 

$ 

507,671 

$  3,063,178 

$ 

312,231 

$  979,473 

$  6,297,875 

Other  Compensation 

1,575 

4,600 

375 

600 

5,981 

13,131 

Employee  Benefits 

244.690 

143.931 

131.780 

836.169 

78,035 

248,582 

1.683.187 

Total 

1.219.399 

- 

610.719 

639.826 

3.899,947 

396.247 

1.228.055 

7.994.193 

OPERATING  EXPENSES 

Other  Services 

112,137 

201,363 

226,453 

813,421 

19,150 

344,353 

1,716,877 

Supplies  &  Materials 

13,112 

16,339 

6,927 

61,663 

4,421 

14,486 

116,948 

Communications 

22,797 

29,242 

26,161 

138,427 

6,768 

36,143 

259,538 

Travel 

12,611 

20,294 

48,565 

80,912 

28,046 

69,458 

259,886 

Rent 

258,731 

11,039 

6,756 

98,262 

559 

3,582 

378,929 

Utilities 

7,210 

671 

7,839 

15,720 

Repair  &  Maintenance 

30,094 

10,814 

4,683 

35,837 

3,127 

8,586 

93,141 

Other  Expenses 

15.233 

9.772 

6.999 

33.437 

5.817 

24,260 

95.518 

Total 

464.715 

— 

306.073 

327.215 

1.269.798 

67.888 

500.868 

2.936.557 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment 

11,401 

1,713 

32,205 

166,863 

8,852 

31,400 

252,434 

Intangible  Assets 

1.676 

915 

2.953 

2.863 

261 

2.949 

11.617 

Total 

13.077 

— 

2.628 

35,158 

169.726 

9.113 

34.349 

264,051 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 

250,424 

250,424 

Buildings 

5 
5 

5 

Total 

250.424 

250,429 

LOCAL  ASSISTANCE 

• 

From  State  Sources 

105.000 

105.000 

Total 

105.000 

105,000 

GRANTS 

From  State  Sources 

781,469 

305,873 

1,087,342 

From  Federal  Sources 

9.525 
315,398 

9,525 

Total 

781.469 

1.096.867 

TRANSFERS 

Accounting  Entity  Transfers 

86.286 

667.280 

753,566 

Total 

86.286 

667.280 

753,566 

DEBT  SERVICE 

Bonds 

29,765 

29,765 

Leases 

7.435 

857 

2.270 

6,555 

1.158 

4.887 

23.162 

Total 

7.435 

- 

857 

32.035 

6,555 

1.158 

4,887 

52.927 

TOTAL  PROGRAM  EXPENDITURES 

$  1.704.626 

$_ 

920,277 

$ 

= 

2.006.989 

$  5.346.031 

$ 

= 

474.406 

$3,001,261 

$13,453,590 

GENERAL  FUND 

Budgeted 

$   785,886 

$  1,871,955 

$ 

5,000 

$  523,748 

$  3,186,589 

Actual 

734.064 

1.855.111 

5.000 

483.644 

3.077.819 

Unspent  Budget  Authority 

$    51.822 

$    16.844 

$ 

= 

0 

$   40.104 

$   108.770 

SPECIAL  REVENUE  FUND 

Budgeted 

$   973,320 

$1 

,783,967 

$ 

6,677,082 

$20,737,869 

$ 

490,201 

$5,426,707 

$36,089,146 

Actual 

970.562 

920.277 

2.006.989 

3.490.920 

469.406 

2.193,081 

10.051.235 

Unspent  Budget  Authority 

$     2.758 

$_ 

863.690 

$ 

= 

4.670.093 

$17,246,949 

$. 

20.795 

$3,233,626 

$26,037,911 

EXPENDABLE  TRUST  FUNDS 

Budgeted 

$  397,569 

$   397,569 

Actual 

324.536 

324.536 

Unspent  Budget  Authority 

$   73.033 

$    73.033 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.  Additional  information  is  provided  in  the  notes  to  the  financial  schedules 
beginning  on  page  A-8. 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES  BY  OBJECT  AND  FUND  -  BUDGET  AND  ACTUAL 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1993 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 


Central ized 
Services 

$  1,039,311 

2,500 

240.664 

1.282.475 


Oil  &  Gas 
Regulation 

$  482,953 

3,800 

121.191 

607.944 


Conservation 
Resource 

Development 
Division 

Water 
Resources 

and 
Planning 

Reserved 

Water  Rights 

Compact 

Commission 

497,683 

350 

123.241 


621.274 


$  3,236,373 

650 

764.392 

4,001,415 


$294,729 

6,306 

69.650 

370.685 


Energy 
Planning 


Total 


$1,074,603  $  6,625,652 

13,606 

270.618    1.589.756 

1.345.221    8.229.014 


OPERATING  EXPENSES 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Ut  i I i  t  i  es 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Intangible  Assets 
Total 

CAPITAL  OUTLAY 
Land  &  Interest  In  Land 
Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 


92,875 
16,392 
22,311 
13,643 
252,612 

27,766 

6.965 

432.564 


14,269 

4.705 

18.974 


587,309 

17,739 

32,811 

20,910 

6,853 

8,208 

16,998 

7.822 

698.650 


74,202 

1.153 

75,355 


140,205 

3,360,148 

17,610 

7,104 

70,531 

3,157 

24,745 

141,396 

7,803 

38,063 

89,140 

22,138 

4,156 

89,354 

338 

684 

8,987 

8,170 

34,892 

6,425 

6.437 

41.238 

1,486 

329,564 


19,707 

890 

20.597 


3,835,686 


110,738 

11.583 

122.321 


58.957 


7,095 
2.496 
9,591 


197,409 

4,695,556 

17,833 

132,756 

31,840 

260,906 

73,480 

257,374 

2,775 

356,088 

17,879 

8,586 

102,837 

22,006 

85.954 

29,109 
14.247 
43.356 


339.164 
339,164 


553.929    5.909.350 


95.000 


95.000 


255,120 

35.074 

290.194 


339.164 
339.164 


95.000 
95.000 


GRANTS 

From  State  Sources 
From  Federal  Sources 
Total 

TRANSFERS 
Accounting  Entity  Transfers 
Total 

DEBT  SERVICE 
Bonds 
Leases 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


186,172     3,813,197' 


18,000 


186.172 

3.813.197 

13.250.034' 
13.250.034 

18.000 

— 

9.918 
9,918 

1,143 
1,143 

442,426 
3.028 

445,454 

- 

42,960 

8.744 

51.704 

1.545 
1.545 

$  1 

.743.931 

,323,154 

.321.091 

2.063 

$1, 

,569,264 

$18,575,120 

$    37,598 

17.478 

$    20.120 

$ 

= 

$ 
$" 

$■ 
$; 

8.029.126 

$440,778 

$  1 
1 
$ 

$2 

1 
$ 

,466,910 

,569.264 

897.646 

2,485,045 

2.485.044 

1 

$141,890 

132.142 

$  9.748 

$ 
$~ 

424,292 

422.840 

1.452 

$19,805,209 

18.557.642 

$  1.247.567 

13,343,934 
5.544.082 
7.799.852 

$327,237 

308.636 

$  18.601 

955,072 

40.507 

995,579 


27,993 

6.519 

34.512 


4,972,441 

40.507 

5.012.948 


13,250,034 
13.250.034 

513,379 

30.897 

544.276 


$3.311.761   $33.669.980 


$  479,859  $  4,467,546 

479.857    4.435.612 

$ 2  $    31.934 


$6,636,776  $43,004,358 

2.831.904   29.234.368 

$3.804.872  $13.769.990 


See  note  7  on  page  A-11. 
See  note  6  on  page  A-11. 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System, 
the  financial  schedules  beginning  on  page  A-8. 


Additional  information  is  provided  in  the  notes  to 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1994 


1.  Summary  of  Significant 

Accounting  Policies 


Basis  of  Accountii^ 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  Funds.   In 
applying  the  modified  accrual  basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable. 

State  accounting  policy  also  requires  the  department  to  record  the 
cost  of  employees'  annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  the 
Nonexpendable  Trust  Fund.    Under  the  accrual  basis,  as  defined  by 
state  accounting  policy,  the  department  records  revenues  in  the 
accounting  period  earned  if  measurable  and  records  expenses  in  the 
period  incurred,  if  measurable. 

Expenditures  and  expenses  may  include  entire  budgeted  service 
contracts  even  though  the  department  received  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year -end;  and 
equipment  ordered  with  a  purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


Gk)vernmental  Funds 


The  financial  schedule  format  is  in  accordance  with  the  policy  of 
the  Legislative  Audit  Committee.    The  financial  schedules  are 
prepared  from  the  Statewide  Budgeting  and  Accounting  System 
without  adjustment.    Accounts  are  organized  in  funds  according  to 
state  law.   The  department  uses  the  following  funds: 

Greneral  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 
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Notes  to  the  Financial  Schedules 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific 
revenue  sources  legally  restricted  to  expenditures  for  specific 
purposes.   Department  Special  Revenue  Funds  include  federal 
funds  from  the  Department  of  Energy  and  the  Department  of 
Interior,  and  state  funds  from  resource  indemnity  trust  interest  and 
coal  severance  tax  revenue. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-term  Debt  Principal  and  Interest.   The 
department  uses  this  fund  for  the  bonds  issued  to  provide  funding 
for  water  development  projects. 


Fiduciary  Funds 


Trust  Funds  -  to  account  for  assets  held  by  the  State  in  a  trustee 
capacity  for  individuals,  private  organizations,  other  governments 
or  other  funds.    Department  fiduciary  funds  include  an  Expendable 
Trust  Fund  related  to  the  Rock  Creek  Trust  agreement  for 
mitigation  of  adverse  effects  of  a  power  line  which  crosses  Rock 
Creek,  and  a  Nonexpendable  Trust  Fund  related  to  Coal  Severance 
Tax  School  Bond  Contingency  Loan  Fund.   This  account  was 
created  following  the  January  1992  special  session  to  secure  up  to 
25  million  of  school  bonds.   For  as  long  as  there  are  outstanding 
school  district  bonds,  an  amount  equal  to  the  next  12  months  of 
principal  and  interest  payments  due  will  be  retained  in  the  account. 


Annual  and  Sick  Leave 


Employees  at  the  department  accumulate  both  annual  and  sick 
leave.   The  department  pays  employees  for  100  percent  of  unused 
annual  and  25  percent  of  unused  sick  leave  credits  upon 
termination.    Accumulated  unpaid  liabilities  for  annual  and  sick 
leave  are  not  reflected  in  the  accompanying  financial  schedules. 
The  department  absorbs  expenditures  for  termination  pay  in  its 
annual  operational  costs.   At  June  30,  1993  and  at  June  30,  1994, 
the  department  had  a  liability  of  $818,474  and  $974,807, 
respectively. 
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Notes  to  the  Financial  Schedules 


Pension  Flan 


Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).   The  department's  contribution  to 
PERS  was  $431,027  in  fiscal  year  1992-93  and  $421,371  in 
fiscal  year  1993-94. 


General  Fund  Balance 


The  General  Fund  is  a  statewide  fund.    Agencies  do  not  have  a 
separate  General  Fund  since  their  only  authority  is  to  pay  obliga- 
tions from  the  statewide  General  Fund  within  their  appropriation 
limits.   Thus,  on  an  agency's  schedules,  the  General  Fund 
beginning  and  ending  fund  balance  will  always  be  zero. 


Direct  Entries  to  Fund 
Balance 


The  majority  of  the  $158,312  direct  entry  to  General  Fund  balance 
for  fiscal  year  1992-93  resulted  from  a  transfer  to  the  General 
Fund  from  the  Water  Adjudication  Program.    The  majority  of  the 
$38,656  direct  entry  to  General  Fund  balance  for  fiscal  year  1993- 
94  resulted  from  a  transfer  to  the  General  Fund  from  the  Major 
Facility  Siting  Program.   The  transfers  were  authorized  by  the  July 
1992  special  session. 


The  direct  entries  to  fund  balance  in  the  Special  Revenue  Fund  and 
the  Debt  Service  Fund  reflect  the  net  amount  of  the  following 
transactions: 

Approximately  $625,000  in  fiscal  year  1992-93  and 
$3.2  million  in  fiscal  year  1993-94  of  equity  was 
transferred  from  the  State  Special  Revenue  Fund  to  the 
Debt  Service  Fund.   The  transfers  relate  to  water 
development  bonds.   Proceeds  from  water  development 
bonds  are  recorded  in  the  Special  Revenue  Fund.    Loans 
are  made  for  water  development  projects  from  the  bond 
proceeds  recorded  in  the  Special  Revenue  Fund.   The  loans 
receivable  are  then  transferred  to  the  Debt  Service  Fund  to 
accumulate  funds  to  pay  for  the  outstanding  bonds. 

The  $1,474,046  direct  entry  to  fund  balance  in  the  Expendable 
Trust  Fund  for  fiscal  year  1993-94  resulted  from  a  transfer  of  the 
equity  of  the  Rock  Creek  Trust  Fund  from  the  Special  Revenue 
Fund.   This  move  was  based  on  language  in  the  trust  agreement 
which  stated  the  funds  should  be  placed  in  a  trust  fund. 
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Notes  to  the  Financial  Schedules 


Bond  Activity 


The  department  has  issued  bonds  backed  by  a  pledge  of  coal 
severance  taxes  for  the  Water  Development  program  and  the 
Broadwater  Power  project.   During  fiscal  year  1992-93,  the 
department  issued  $21,330,000  in  Coal  Severance  Tax  (CST) 
bonds.   No  CST  bonds  were  issued  in  fiscal  year  1993-94.    At 
June  30,  1994,  the  department  had  a  total  of  $61,080,000  of  CST 
bonds  outstanding. 


Accounting  entity  transfers  of  $11,703,000  in  fiscal  year  1992-93 
represent  a  transfer  of  CST  1992  Refunding  Series  A  bond 
proceeds  to  the  Debt  Service  Fund  to  refund  the  CST  1985  Series 
A  bonds. 


Budgeted  Program 
Expenditures 


Conservation  and  Resource  Development  Division  grants  from  state 
sources  for  fiscal  year  1992-93  are  for  Renewable  Resource 
Development  Grants  and  Reclamation  and  Development  Grants.  Of 
the  $3,813,197  recorded,  the  amount  represents  both  current 
projects  and  expenditure  accruals  for  contracted  projects  which  will 
be  completed  at  a  future  date. 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 


MARC  RACICOT,  GOVERNOR 


LEE  METCALF  BUILDING 
1520  EAST  SIXTH  AVENUE 


STATE  OF  MONTANA 


DIRECTORS  OFFICE  (406)  444-6699 
TELEFAX  NUMBER  (406)  444-6721 


PO  BOX  202301 
HELENA,  MONTANA  59620-2301 


March    22,    1995 


.  d  (g  6  li  yv/ 


f 


RM 


^ 


Mr.  Scott  A.  Seacat  .,  j>T,»;r  /ti.- 

Legislative  Auditor  '  Inl. Vt  r'\ 

Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MT  59620 

Dear  Scott: 

As  your  staff  reguested,  I  am  enclosing  our  written  comments  to 
the  financial  audit  of  the  Department  of  Natural  Resources  and 
Conservation  for  the  two  years  ended  June  30,  1994. 

I  thank  you  and  your  staff  for  the  consideration  our  comments 
were  given  during  the  discussion  of  this  report  and  for  the 
courteous  and  professional  manner  in  which  the  audit  was 
conducted. 


Sincerely, 

Marx  A.  Simonich 
Director 


Enclosure 
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CENTRALIZED  SEHVICES 

CONSERVATION  &  RESOURCE 

ENERGY 

OIL  AND  GAS 

WATER  RESOURCES 

DIVISION 

DEVELOPMENT  DIVISION 

DIVISION 

DIVISION 

DIVISION 

(400  444-6700 

14061  444-6667 

14061444-6697 

I40EI 444-6675 

(4061444-6601 

DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 
COMMENTS  ON  THE  LEGISLATIVE  AUDIT  FINDINGS  AND  RECOMMENDATIONS 

Following  are  the  responses  of  the  Department  of  Natural 
Resources  and  Conservation  to  the  findings  and  recommendations 
presented  in  the  financial  audit  report  for  the  two  fiscal  years 
ended  June  30,  1994. 

RECOMMENDATIONS  #1 

WE  RECOMMEND  THE  DEPARTMENT  OBTAIN  OPERATING  PERMITS  FOR  STATE- 
OWNED  DAMS  TO  REDUCE  RISK  TO  THE  PUBLIC  AND  DECREASE  POTENTIAL 
LIABILITY. 

RESPONSE : 


The  department  concurs  and  has  been  diligently  working 
towards  its  goal  of  acquiring  operating  permits  for  all  of 
its  high-hazard  dams  by  July  1,  1995  for  some  time.   In  the 
event  that  an  operating  permit  cannot  be  obtained  by  this 
date,  due  to  the  condition  of  a  dam,  a  restricted  operating 
plan  will  be  developed  with  the  dam  safety  compliance  staff 
and  used  until  an  operating  permit  is  obtained. 

Corrective  action  is  not  necessary  since  the  department  has 
always  planned  on  acquiring  these  permits,  has  taken  action 
to  ensure  that  goal  is  met,  and  will  continue  to  assign 
agency  resources  to  that  end. 

RECOMMENDATIONS  #2 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  ALL  HIGH  HAZARD  DAMS  ARE 
INSPECTED  WITHIN  STATUTORY  TIME  FRAMES  IN  ACCORDANCE  WITH  THE  DAM 
SAFETY  ACT. 

RESPONSE: 

The  department  concurs.   The  department  has  already 
initiated  a  policy  of  requiring  all  operating  permits  to  be 
renewed  no  more  than  five  years  from  the  latest  engineer's 
inspection  date.   No  corrective  action  is  required  since  the 
agency  currently  requires  compliance  with  the  Dam  Safety 
Act. 

RECOMMENDATIONS  #3 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  THE  EMERGENCY  PROCEDURES  AND 
WARNING  PLANS  OF  HIGH  HAZARD  DAMS  ARE  UPDATED  ANNUALLY  AS 
REQUIRED  BY  THE  ADMINISTRATIVE  RULES  OF  MONTANA. 


Page  B-4 


RESPONSE; 

The  department  concurs.   We  will  notify  owners  of  high- 
hazard  dams  that  they  will  be  required  to  submit 
documentation  of  annual  updates  to  emergency  action  plans. 
Notification  letters  will  be  sent  to  owners  by  May  1,  1995. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  COMPLY  WITH  REPORTING  REQUIREMENTS  IN 
SECTION  85-1-215,  MCA. 

RESPONSE ; 

Senate  Bill  147,  introduced  at  the  request  of  DNRC,  would 
remove  the  referenced  reporting  requirement.   The  bill  has 
passed  both  the  House  and  Senate  at  the  date  of  this 
response.   We  anticipate  that  the  Governor  will  sign  it, 
thus  eliminating  the  reporting  requirement. 

RECOMMENDATION  #5 

WE  RECOMMEND  THE  DEPARTMENT  WORK  WITH  THE  DEPARTMENT  OF 
ADMINISTRATION  AND  THE  OFFICE  OF  BUDGET  AND  PROGRAM  PLANNING  TO 
ENSURE  GRANT  ACTIVITY  IS  RECORDED  IN  ACCORDANCE  WITH  STATE 
ACCOUNTING  POLICY. 

RESPONSE; 

The  department  concurs .   The  department  records  grants  to 
divisions  within  the  department  as  transfers-out  and 
transfers-in  within  the  same  accounting  entity.   This 
procedures  does  not  follow  state  accounting  policy  which 
defines  a  transfer-out  as  an  amount  transferred  between 
accounting  entities.   Having  consulted  with  the  Dept.  of 
Administration,  Accounting  Division,  the  department  will  use 
different  accounting  entities  for  transfers-out  and 
transfers-in  beginning  in  fiscal  year  1996. 

The  department  does  not  concur  with  the  statement  in  the 
report  that  the  department's  transfers-out  and  transfers-in 
are  overstated  in  fiscal  years  1992-93  and  1993-94.   If  two 
different  accounting  entities  had  been  used,  which  would  be 
in  compliance  with  state  accounting  policy,  the  dollar 
amount  of  transfers-out  and  transfers-in  would  still  be 
correct. 

RECOMMENDATION  #6 

WE  RECOMMEND  THE  DEPARTMENT  ENSURE  TRANSACTIONS  ARE  PROPERLY 
CLASSIFIED  ON  THE  STATE'S  ACCOUNTING  SYSTEM  IN  ACCORDANCE  WITH 
STATE  ACCOUNTING  POLICY. 
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RESPONSE; 


The  department  concurs.   These  were  simply  encoding  errors 
that  we  always  strive  to  eliminate. 
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